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The impact of Government Expenditure and Money Supply on
Non-Oil GDP in Kuwait

Abstract

This paper is an attempt to study the relative effect of Government
Expenditure and Money Supply on Non-Oil GDP in Kuwait for the period
from 1970 to 200Y . To acheave this goal the study employed V.A.R model
using the following three variables: Non-Oil GDP , Government
Expenditure (GX), and Broad Monry Supply (M), all expressed in real
terms. The variables were first tested for staionarity using augmented DF
test which indicates that the three variables are first difference staionary,
the study then moved to test the cointegration among these variables using
Johansen test which indicates the existance of cointegration between Non-
Oil GDP and the two policy variables. Finally, the VAR model was
estimated using the variables in their log level with four lags for each
variable and in the following order GX, M, and GDP.

The results indicate that Government Expenditure is more effective than
Money supply, however, the later still has some effect on domestic
economic activities , a result expected given the nature of the Kuwaiti
economy and the addopted exchange rate policy . These results stress the
need to sustain a suitable level of government expenditue and to improve

the role of monetary policy .
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